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ECON303, Trimester 2 2015 


Answer any FOUR (4) of the EIGHT (8) questions provided 
All questions are of equal value 


Outline the significance of the GFC for financial regulatory authorities around the world. 
Why has the Australian financial system suffered a lesser impact compared with other 
developed economies? 


Explain the economic functions of money markets and outline the most important 
money-market securities. 


Answer ALL Parts: 


PART A: Do payments received by Australian cotton growers for their direct exports of 
cotton affect the money supply? Explain your answer. 


PART B: Does an increase in the age pension payments affect the money supply? 
Explain. 


PART C: When you arrive home from an overseas trip, you have $US500 left in $100 
bills. You exchange these at the airport for Australian dollars. Has the money supply 
increased? Explain. 


Define the concept “marketability”. Why is marketability considered essential in 
determining offering rates? 


What is the relationship between bond price volatility and term to maturity? What is the 
relationship between bond price volatility and the coupon rate? 


Explain the sense in which the RBA is independent of the Federal Government. How 
independent is the RBA in reality? What is your opinion on the importance of the RBA’s 
independence for the Australian economy? 


Define “interest rate risk”. Explain the two types of interest rate risk. How can an 
investor with a given holding period use duration to reduce interest rate risk? 


Describe the term structure of interest rates, including a discussion about the different 
theories that explain changes in the term structure. Are these theories in any way 
related or are they alternative explanations of the term structure? 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
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